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Business Investment Programs
and Their Realization

THE Office: of Business Economies and the Sacurities and

Exchongs Commizsion bave, sinoe World War IL, been com-
iling daia om onticipnted ss well as actusl capital outlays
'Ey busingas. each quarter & sample of firms is asked

to report plant and equipment exponditures for the quartar
just past and budgeted or planned expendifures for ench of

the current and auc quarters. Annually, at the year-
end, these firme are also to report both their apticipnted
capitnl outla

and anles for tho 1o m yoar.!

his article will use thess date to yze the differences
batween the plant and equipment expenditurea gmgramud
or plannad by business and those actually realized, in order
to approise the accurncy with which businessmen anticipate
their copitel outleys, ne woll ns more gencrally to cast light
on the nature of Investment decisions. Attention will
puid not only to the gate discreponcies bebween aciual
snd anticipated expenditures bubt alse to the individual
company differenees. Thesa differsnces will bo apalyzed in
terms of the type of compnny Involved, the size and form
of investment, and the cyclical and other charncteristic: of
tho peried coversd.

For ‘the last full yeor covered in this analysis—1840—a
spacial tﬁuashmpmq'a wna sent to o sample of companiea
acking them to indicate the regsons for differsnces between
ach ond nnticipated oxpenditures. The results of this
survay provide, for tha firet time, faicly comprehensive direct
information on the factors which motivata husinessmen's

in investment decisions.

Summary

It appesrs from the availeble evidence that sppregate
gxpenditures for plent ond equipment ean ba estimatod 1
yoar chond with ressonsble acouracy on the basis of the
amounts which buginessmen anticipate zponding.  When
investment is measured in physical volume terms, the ncou-
ey of projections based on anticipntions is further improved.
¢ moat important rensoen for these results ars, first,
that investment decisions ns veflected in business progroms
involve commitments some time in advance sod, second,
thet many of the factors which affect these decisions for
individial firms tend to offset in the ageregate. The pro-
jection of expenditwres on the bosis of anticipated cutlays
pivos better results on the averape than alternative
procedures. ) ) ) .
Apart from influenecea which offzat in their effect on invest-
ment programs of differont firms, thers are oyclical fnctors
which tend to make actual cﬁpmdlt-urqs somewhat higher
or lownr than those anticipated, depending on the direction
¢ of movement in sconomic conditions. In nddition, thera is
' gome tendency toward systematic understotmment in the
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expenditnre plans reported by businese, largoely 4g o result of
the omission of mnuﬁ small items of capitnl outlnys and the
exclusion of items whose acquisition iz uncertain.

By making ﬂgpmprinte adjustments for these factors,
projections bosed on anticipations can be improved, bat
ndd]itiunnl dota for ather pariods will be regquirad hefare the
magnitude of these adjustments can be determined at dif-
ferent stages of the cycle.  The quarterly anticipations bave
provided a usefel adjunct t¢ the annunl dats in making
adjustments for sharp changes in the economic sityation.

hers ia a wida disparity in the accursey with which indi-
vidueal businessmen antieipate their eapital cutlays, though
in the u.ggcgnm the positive and negnkive discrepancies tend
to cancel out. The degres of accuracy is related to many
differont factors, including size of fimm, amount of invest-
ment, snd age of existing assets.

Tho largest Grms are much more aceurats in their anticipn-
tions than tho smollest firme, Similerly, firms projecting
lorgo-scalo investment (reletive to existing asscts} perform
bettar than those planning miner expenditurss. It is also in-
teresting to note that where existing plant and equipment is
mlnt—ivefy old, firms are losa likely to substantially curtail
their planned axpenditures.

An unalysis of the chanpes ia investmont programs and
a=zocintod chonges in the firm's opornting experience snd
finoncial position did not dizelose any statistieally signifiennt
releticnships in the postwar years. Changes mn sales and
carnings, whother these were anticipated or unanticipaied,
seam bo have had only a slight effect in this period on tha
renlizution of annunl investment programs for most fivms.
The samao thing iz true of changes in the firm’s liquid position
and of chenges in tho tatie of unfilled ovders to sales, which
might be taken as a measure of pressure on copercity ns well
ag an indieation of Futurs earninga.

Tho absence of significant reletionships batween changes in
investment nnd snles or earnings for firme as a whole is due
in port to the unusunl backlog of demnnd for capital goods
during these yenrs but also retlecta tha complexity of factors
affecting investment decisions. Even within this period,
however, there wers n number of firms for which movements
in sales and earnings did exercise n deeisive influence on in-
vesbment limgmrns. )

A speciol questionnaire sent 40 a sample of eompanies with
large percentage differences betwoeen actual mnd anticipabed
axpenditurss in 1940 indicates that for these firms changes in
the sales and in the emnings outlook accountad fer mearly
Lalf of tha cases whare astual expenditures in 1949 wore
lower than those anticipated. These two fagtors wore alzo
given aa reasons for inereasing expenditures but in o moch
zmaller proportion of the cases. gﬁnt.ha many cther fastors
1'43311]1311‘1%!11 downward revisions in planncd outlays, probably
the single most Important was o change in working capitnl

reglyimmmt-a._ )

he. most, signifieant factors t-e-ndin% te incroase planned
expenditures were chonges in the plant and equipment
supply situntion, chonges I plant and equipmont costs,
comnpetitive conditions, new products, n.ﬂﬂc‘l;l tﬁu Inilure to
report small capital outlays and items whose acquisition wns
vogarded aa uncevtain.  These factms wore mentioned as the
principal motivating forces by 73 porcent of the firms with
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expenditures higher thon planmed but only by 28 percent of
the firme with lower cxponditures.

‘Though thera were significant changes doring 1949 in the
avnilability of ec{uit-;r and debit finsneing, they were quite
ummportent i altermg planned sutleys on plant and equip-
ment.  Techinological developments were only mudm*:n,t.ery
more influential.

In peneral it appears that o sizable proportion of the
clmnﬁus in planned outlays on plant and equipment. is
astributable to factors whose impact is determined by cyclical
influsncea, but there are oiher important inotors which are
- Jargely im:'lependent of the level of business netivity.

Role of Inmvestment

The serics an netoal and anticipated plant and squipment
expoenditures has in o comparntively short tine become one of
tho most widely used economic barometers, and it may be
worthwhilz to consider briefly the reason for the grent interess
which has beon evidenced in this type of information,

‘T'he long-term role of investmant in adding to the Nation's
gtock of capital, in roising productivity, nod in contributi
a major share to the secular rise in the standard of living is o
fundamental importancs to tha economy. Howeyer, ibly
even more nttention in recent years hos boen placed on the
role of investment in #he cyclical detormination of income.

The fow of funds into fixed business investmend is smo
the most dynamic elements of the economy. In direction
timing, thesc capital outloys have corresponded fairly
closely with the movement of tha more comprehensive
mensures of genersl cconomic achivity such sa the gross
putionnl proedust, but the reintive nitude of the chonges
m enpital expenditures hos typienlly besn much more
pronouncel.

The sensitivity of these capital expenditures reflocts their
dependence on relatively volatile business expoctations, their

tponability, snd their reliance on externsl financing.
mnum of these influsnces, investinent by any individual o
lyusiness ia normaily much less tied down to curvent income
than is consumption—the ather major type of expenditure.
As s eonsequencs, totel invastment by the cconoray is usus
considered to ba & major determinant of—as wall as affec
by—ihe level of business activity or the national income.

It is the independent influence of investment on income
thnt is n predominating reason for the interest chnt nitnches
o the series on plant snd equipment oxpenditures. More-
gvor, investment decisions involve commitments some time
in advance, 50 thal, they would be expected to provide some
ndvanee insight inte the course of sxpendibyres,

Factors affecting investment programs

Investment programs are affected not onky by the factors
determining o Grm's demand for capital goods bat aleo by
those determining the suppl];Jv of such poods, The supply
gilpation is, however, less subject to the control of the Indi-
viduoal firm.

On the demand side, investment decisions ara largaly o
reflection of discounbed profit expectations, with due regard
to the uncortrinty with which thoesa expoctations ore held
and dus allowanee for the axpected cost of finoneing. At
times, of course, funds mey not be available on virtually
any terms, Thoe expected yate of return on investmont,
which in twrn reflects estimated salsa and fived and varinble
costs, is a function of many differené variables, including the
lovel of and the rate of change in sules, orders, utilization
of ncﬁra.citr, priegs and costs, end technologien] and institn-
tional davalopments. It is offected by, though not completely
determined by, past experience. _

An investmont decigion in reaponsa to o g‘wn expected
rate of return and cosi of financing may further depend on
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the financiel condition of the business, including its liquidity
and debb-equity poeibion. I6 will alas be influenced
other noneconomie as well ns economic charasteriztics of the
firm pnd period, of which tha most imporiané are those
affccting the degree of confidence or cortainty which is pleead
on the nppraisnl of prospecis.

When #ctua! investment of -an individual firm deviates
significantly from that plenned, it may roflact a divergonce
betwasn netual econditions and expectations with respect to
the foctors mentioned above as determining deinand, or it
mey indicats that the supply situation is different from that
anticipated. For firms n the nte, it wonld be expented
that many though nod oll of these reasons for differances
betwesn nctual and anticipated expenditures would offsel
each other. An indication of the extent to which there
such offeotting s presented in fhe next sestion.

Agaregate Expendituxres—
Actual Versus Anticipated

Taoble 1 and charé 1 sheow ths comparison between actual
and noticipatad aggregate expenditures on new plant and
equipment in the years 194750 for which such information
iz available. Tha tabla gives the data by major industey
groups ng wall as an all-induastry total.

Lt is avident that the degree of nccurncy with which busi-
pessmen have anticipated their actua) outlnys in the post
has varied considerably both by industries and more jm-

purt-n-ntlf' by yoors. In 1847—tho firet calendar year for
which planned outlays were collected—nctual expenditures
were 1&1 thozse anticipated at the begin-

ercent hi%lher than
ning of the year, whils in 1048 and 1949 the differances were
reduced to 3 percont and 1 perecnt, respectivaly. In 1950
it ngain appetrs that actuel axpenditures will considerably
exceed those snticipated, ihe difaencs probably amounting
to more tham 12 percent.

Befora considering some of the ible explanations for
thaso dizerepancies, mantion might be made of the compara-
tive vesults obiained by other ]ibrnrmdums. This obviously
congtitutes one test of the wsefulness of mnticipntion data.

The projection of expenditures on the baesis of anticipated
outlays pives better resuits on the average thon those ob-
tained by -;xtendin&l current putlays, The same conclusion
iz venched if any othar abvicus axtropelation of past dabn in
uged, such a2 adjusting carrent expenditures by the rate of
c.hun%'a in such expenditures, or eatimnding prospeciive out-
loya from lagped profits. ]

"he accuracy of the proaactmn of cwpenditures on the
basis of snticipated outlays, however, iz not voary sa.hachtug
in 1947 und 1350. In 1947, this resuli may b explninab
in part by the newnass of the ﬂurvee{ and in part by an unan-
ticipated pnsing of supplies and elimination of restrictions
on nonresidentiz] congtruction} in 1957, the Korenn develop-
menta—which obviounsly could not he Jorescen business-
men ot the beginning of the year—played o major theugh
not axclusive rola in the change in the investmant pisture.

Probobly the most enqum_'a.giuﬁ aspact of tha comparetive
dats cited above iz the indieated ability of the anficapated
expenditures to eorrectly project & downward movemens in
sobie] outloys at the eyell t.umi:ii point which occurred

st the beginning of 1949, It iz much easier bo ]ilbu'mt- cur-
rent trends than to andicipate a real ¢h in the business
gituation. Moreover, it should be pointed out that in ihe

firal quarter of 1048 businessmen corvectly anticipnted an
increase in expenditurea in spite of the weakonihge in prines
and orders ab chnt time” Tn hoth 1948 and 1849, virtually
every indusiry wra able to mdicate whather their cutlays

(i3] b
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would riss or decline during the year—the one excepticen
heing o rather small group.

Quarterly comparison

The quarterly anticipations provide a uaeful adjunet to the
annunl dats, particulaly when the economic situntion
changes rapidly, Thus in 1950 they depicted in advanca the
Ebﬂtﬂnﬁ upsurge in capital ouilnys 1o the second hall of

a .

Bince- businessmen are vequested quarierly to supply their
estimnted outleys for each of the past, currsht, and next
quarters, theve are really two series of antici atod quarterly
expenditures—ihe firat anticipations [;_‘,fpic.nljly relating o
Eﬁurt.erly outlays as much 28 4% montha in the future, snd

e second antigipations relating on the average to actunl ax-
penditures of t-!mtﬁust 1% months apd prespective outlays for
the next 14 months,

Excapt whan sudden changes ocewr in the economic sibna-
tion, neither mab of quarterly anticipntions gives approciably
mora aecurnts approximntions of aggxﬁute expenditures than
do prejeciions for an entire year. oreovar, when tesbed
against the other methoda of projecting outlays, the quarterly
mtie?:tinns do not fare much bottar in such & comparison
than do she snnual anticipations.  The second se of anfic
tiong lurnishez only m toly better reaults fhan the first
sat.

Tahle l~=Eusinvess Expenditurss for New Plant ond Equipment?
Acotuanl and Anticlpated, 1947-801
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Though these ars the results for pll ecompanies combined,
it is intaresting to pote that for most individunl firme the
second anticipation is significantly more accurate than the
first and is appreciably betier than the other procedurss For
projecting quarterly outlays, The comparntive accuracy of
the second met of anticipetions is porticwlarly marked for
the largs and medium size firms.

The mnaccurasies involved in the quarterly anticipations—
particularly the second set—are probably to a eonsidernble
axtent dua to the difficulties in programing the delivaries of,
and corsequently the outloya on, capital goeds already on
order. Apert from such difhicultics in timing, the discrepan-
cies between mctusl and anticipatbed endituras for all
compunies combined moy also reflect differences in the
enmples used in deriving Apgregite estimnies since not all
thaﬂfrm reporting nctugl outlays also reported enticipeted
putleys. ) )

There is one systematic _g}mrtarly discrepancy betwaen
actual and anticippted expenditures which is worthy of note.
Actual Bxﬁenditurﬁa s raporbed for the fovrth quarter were
regualnrly higher than snticipated vutlnys, apparently refect-
ing the concentration of certnin charges o capital aceounts
in the end-of-yeor statements.
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Reasens for discreponcies

Both annual cnd quaterly swrvoys sugpest that move-
ments in capital goods Hriqea are an importznt foctor in
depariures from projected dollur expenditures on plant and
equigment. Thus the price risas for capital goods dwing
1847 pnd 1950 might have been responsible for s much se
hali the discrepanciez between actusl end snticipated oxe
penditures for those yenrs. In 1848 and 1949 the price
movements were again in the same diveciion a3, but poreent-
agewise evan lsrger than, the discrepancies between actunl
and antisipated oxpenditures. On n quarterly basis, busi-
nessinel: Iy consistontly oversstimated their outlnye
during the few dperiuda in which prices deelined and genam}lly
underssiimated their outinys in other periods. It ia quite
poesible, thorefore, that antleipatad cutlays to o considerahle
extent refleet a planned phyzical valume of investment
valued ot proveilmg prices, and hence do not sufficlently
take account of priss factors.

Chaoye 1.—Business Expendirures for New Flant
Equipment: Actual ond Antleipated !
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There ara two othar ssts of factors, a
miscaleulations, which may couse nch
diverge from ?;l:;i:et;tat.mna‘ Tirat, changes in eoonomic con-
ditiong obviously have some effect on investment plone
totally nsida from their influence on the prices of capital
goods.  Second, ahstracting from economic conditions nnd
aseuming that they conform to expectations, there iz probuably
a syetematic understatement in anticipnted ﬁxacf capital
outlays reported for sny period well in the fulure, since
buginessnten penerally tend to be conservaiive in cheir
budzet or stated plons and are likely to omit their mors
tentative projocts. Thue the grester understatement of
aciunl expenditurer in the sscond half of the yesr than in
the first half, ns indicated by the anticipated guarterly and
annuel ﬁ?u.rns reported at the beginnmg of the year, is

resurnably due ot least in pert to the lesser complatenses of

nture prﬁn!ns a3 compared 0 near-term budgets.

The ioliowing sections compare netusl and anticipated
expenditures ¢n an individual company bosie to obtain

ormotion which cannot be derived from the ngeregate



14 SURYEY OF CURRENT BUSINESS

figores. The analysis will be confined for the most part to
annual dats for monufacturing firms since the sampla of
respordents is largest for this group.

Individual Company Expenditures—
Actual Versus Anticipated

The accaracy with which individual firms nnticipate their
plent and equipment sapenditures is of interest from sevoral
pointa of view. TWirst, it iz important to determine whethar
the relatively close ngreement batween expenditures and
anticipations in the aggregate is tho result of acourabe pro-
El;;;m_mg on the part of individual firms or whether it relies

vily on offseis between large positive and negativa acrors.
In the latter cnse the reliability of the prodictions over tima
will depend on the atability of tha foress which bring about. o
balance between posibive nnd negative discrepancies. Second,
an analysie of theindividuol disevopancies males it possible to
detarimine whethor anticipations are more necurata for eortain
groups of nnd certain types of investment than for
others and this may lead to improvement of eﬂmggl:;ion
procedurea, ‘Third, eny information regnrding the @BE
of individual compenics’ investment programs contribukes to
knowledga of the behavior of tha fitm and is o tool forr the
atudy of investment daeisions,

Percentage deviations
from enticipated invessment
Table 2 and chart 2 show the frequency distribution ot per-

cent changes of actuel from anticipated expenditures for 041
manufacturing firma which rted hoth figares for 19497

Here, as elsawhere in this section, similar resulte have been-

ohtained for 1948 and 1947 but only the 1849 figures nre
presented. Unless otherwise indicated, expenditures for used
22 well as new plant and equipment Lave been included,

Table !.—-Flﬂqumcjyhﬂlalrilmtlon of Pergent Chongen in Invest-

ment 'lona) Manufooturing Ficme 19420 .
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_ altbough the sppregate figures refer fo new only. In 1948
purchases of used capital goods constituted a very small
prapariion of the total. . .

A considerable degree of dispersion is indicated by the
Bgores in teble 2. Only o listle more than one-fourth of the
firme came within 20 percent of their anticipations, while
over one-fifth spent more than twice nod one-tenth spent
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less then half the dmount planned. Thus it appenrs thet
the high ascwrasy of the aggregate projection in 1949 resulis
fram offsats botween wnderestimales and overestimatas and
from the fact (to be discussad later) that large firms and firms
Era]ect.mg major capital outlays performed substantiolly

etter than the average. (See tnbles 3 and 5).*

_The figures in table 2 de not, however, give & complete
Fct.ure of the nceurscy of individuol firms' entisipations.

n many cusea o large percontage discrepancy batwesn actoal
and anticipated investment mny represent an expenditure

which iz very minor from the point of view of the firm in
question, us when the dizerepancy is related to the firm's
gross sosets, it is not ovdinarily found to constitute n

substantial percentage of this base. For the 513 reporting
firms for which information on gross fixed nssets was resdily
available slmost half of the discrepancies smocunied to less
then 2 percent of gross fixed assats, while aver 70 percent
amounted (o less tﬁa.n 4 percent. only 7 percent ol the

cnses tha discropancy exceed 10 percent of pross fixed
nsgats.
Chart 2—Frequency Distribution of Percemtage Devi-

ations of Actual From Anticipated ditures for
Plaot and Equipment, Mannfacturing Firms, 1949 !

PERCENT
o

18 -

L1 N

11
o o - o m [ I ]
SSSSEEEEEERE RSN
SRR E RSN LSS SN
T T T T EEEEEEEEEE
FERCENT CHANGE AGTUAL FROM ANTICIPATED EXPENG TURES
= 5

L% DEFARTHENT OF COMMETGE, OFFICE OF BAEINEES ECONCMICE
—

g Artt for which aliher antolpooed or oetusl gxend oy aeasedsd
hefpatad axpeidlivms wars roported Iy buslnare batwoan midJannary

1 inalydss ol
gl A, T
g Sburezs of dala: U 8. Depastumat of Comeeos, Ol ol Brskess Eemocnits, 6ol o

Aa in the caze of the aggregate figures, projections based on
nnbicipations wera o to perform bLetier than projections
haged on extrapolation of past data,

Tendency to underestimate expenditires

As indicated in table 2, substantially more than half (59
ggment-} of the firme underestimated their sxpenditures.
inec 194% wuz o yemr of moderate decline in economic
etivicy, the understatement of expenditures by o mojority
of firms in thir year (as well a2z In previoua years) agein
indicntes & eystemalie tendeney in thie direetion. This will
ha elaborated in & subsequent section denling with the rensons
i TR ST, T AL, T ottt ) ) st ety
Euires Lina Lran bali 0f 100 (RaR Gkt B8 Tt mangen) Bk with 21 perornt df
thoeo 1o othor Ingervely,  Firmg with wolecied expanditures ecconding 19 percent of Em
TibbrkiS ds eompared with 2

Bxed mrpeta panetitated 17 of b Drmas Ly Eho Gkenwe
poroant. of those hmunﬂnﬁ
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giver by businessman for departurca from their investmant
P g,

ezpite the prevalence of ¢eses in which individual firms
excoeded their anticipations, actusl investment for ail firms
WES illi_ﬁhﬂgv amaoller than the a te 'Elru]aot.lqn. This is
primprily due to the fact that % ms with negative discrep-
£ncies t & larger proportion of aggrepate investment
then their number indicntes; o. E.. tha number of tive
discrepancies exceedmg 32,000,000 s signifiesntly larger
than the number of ljwaitiva diserepancies of this sizet Tt
will be seen later that large firm firms anticipating major
expenditures showed no teadancy to exceed their mvest-
ment programs in 1949.°

Tabls & —Frequency Dintribution of Percent Chonges in Invest-
ment Plans: Manubretuving Flome 19489, by Asscts Size
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" It should also ba noted that the tendency for individual
firma to understats expenditures was much more pronounced
in 1947 then in 10498 or 1948, As-indicated in the pravious
section, this Teflects the differential effect in these yeors of
movemsants in capital goods prices, a8 well as in other eco-
nomic veriables.

Influence of company characteristics

An nttempt was made ko determine which charasteristios
of the individual company appear to affect the aecurncy
with which investment is onticipated. The most obvious

ibilities are sizs wnd induvstry, both of which weére teatad.

r possibiy relavant characteristics involve the mechanics
of the firm's decision making—the existence of a formal
eapital hudget Ior instence. Information of this sert, how-
aver, was ot available for the reporting companies.

Another bamis of classifieation, which mey indicate in
pome degres the urpency of proposed expenditures, is the
condition of the firm's &xlst.m]gmst.uck of capital, as regmrds
both physical repair and obeclescence.  Again, direct mfor-
mation on this point was not nvailabla, but a rough measure
of the relative newnesa of capital nssets was obteined by
examiping the siza of capitel outlays ip the period 1946-43
relative ta the firm's fixed assets.

TAnoe difbulty moy fbd frbo l'wn the [oet membonad oorlir Ehat tho tn‘mmn i
aniun) Invesimouk 1s Diked off o Aligothy dilerems of Brind tha i Tor wAkied Imvoal+
S p fmesli i et L

a1t WaR 8O b mwre Rt ool by cyolical mflan s b Lk Toat.
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Breakdown by size

Table 3 and chart 3 giva a brealddown by nsset siza of the
ercent changes of expenditures from anticipations for those
rms for which daéa on totsl asscls were readily availablo,

Firms with total assetz exceading $50,000,000 were consider-
sbly more accurpte in their pnticipations than the fivms with
nmscta between $10,000,000 and $50,000,000; and these in
turn were mare gecurgete than tha firms with assets less than
$10,000,000,

Chart 3.—Frequency Distribution of Percentage Devia-
tions of Actual From Anticipated ditwres for
Plant and Equipment, Manufacturing Firms, 1949, by
Assers Size!
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There are n number of reasons why such & rogult might ba
expecied. In the first place the expenditure plans of a Jar
firmy ordinarily invelve a aumber of separate projests, ’Fﬁ
the extoni thot the discrepancies between sxpenditures and
anticipations for thess individual projects are randem in
nature there will niready be eancellation of positive against
negntive discrepancies within she firm.

_Becond, theva are cortwin expenditures which occur from
time to time but which cennot be specifically foresesn in
wdvance—ior exemple, the unexpocted breakdown of o piece
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of mnchinery. Tha large firm will exporience & number of
such incidents in any Igivﬁn yonr andd will be in o position to
0

make sorae blanket allowance for them in advonce, odthough
unable Lo pradict whet the individusl itemsz of enditure
will be, ¢ zmall firm, which experiences few such expend-

itures in a single year, will frequently not attempt to allow
for them in advence, giving 1iss to n definite bins in the diree-
tion of underestimafion. In this conneotion, it might be
noted that the only size group which did not show » tecndency
to undevestimate exponditures in 1840 wags that with nesets
over $50,000,000.

ird, a large organization must make its plana further in
advance than would be necessary Jor o smaller firm. The
decision-making process is more formalized ; a capital budget
is more likely to exist. The numer of adomnistrative levels
which must give approvol islarger.  These factors contribute
not only to the making of decisions wall in advance of actual
expenditore but also to the inflexibility of plans when mada;
and &he offect is to reduce the likelihood of larga discrepancies
from anticipations.

Breakdown by indusiry

A brealkdown was also made by industry %1;31:]]:5 within
monufecturing.  Seven such groups—namely, food, textiles
paper, chemicals, iron nnd steel, eleetrieal mechinery, and
machinery other than electrical —were sufficiently YEpre-
sented to it separate nnalysis,

QI the mdustries studied, textiles (with 84 firms), paper
{with 55 firms), chemicals (with 74 firma}, and iron end stesl
{with 137 firms} gove the best performance in torma of pereent
diserepancies from anticipations.  Only food (95 firma} and
machinery other than electrizal {121 firms) showed as much
or more dispersion then the total distribution.

Chemieals, iron and stesl, and machinery other then elec-
trical, in contrast o the general pattern, indicated no tend-
ancy to exceed investment plans. In the fixst bwo cases this
reflects the presence of a high proportion of the very lnge
firma which showed a slight tendency to spend less than antic-
ipaterdd.  Enthe third case, the trandun:ly to oxcoed investment
plans was npporently offsat by the relatively sizoble decling
in sales nnd profits in 164%.  Food ond textiles-—which were
aharacterized by comparatively small firms and in the case
of food by relatively good profit experienge—showed a very
large pradominence of positive diserepencies.

Effect of recent capital outlays

The third company choracteristic lested to determine ite
influence on the pccurncy of anticipations was the proportion
of the firm's exiating plant snd equipment which wos rela-
tively mew. This wne cstimated ab the bepinming of 1949
from the size of investment outlays for 104648 in ralation to
1948 grass fixed nssets, though it wns realized that gross fixed
nsscts nre an imperfect measure of the ﬂxiﬂt;lilf stock of
capital. Where the propertion of recent expenditures was
amall, it wae expocted thot replacement needs would be rela-
tively wement and that this would tend to diminish the preb-
ability oﬂh&tmtm eurlailment of projected expenditures.

The firms for which postwar inrestment amounted to less
than 30 porcent of gross fixed nssets showed o somewhot
higher aecuracy in 1949 thon did firms with !l’l.l*%ﬁl' relative
oxpenditures in 1946-48. More striking is thoe faot that a
mch amaller proportion of the former than of the latter gzroup
showed negative discrepancies of more than 20 pe.r{:ant?'

Influence of type of investment

The acouracy with which cxpenditure is anticipated may
also depend on the nature of the ntended investment.
Significant differences were found in this Tespect between

n"‘[‘hudﬂ!‘e:t:m bolwwen the {wo procyw B Lo res 19 bo gepladined on the basls of e of
m.
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investment in plant and in equipment and between expendi-
tures of major and minor proportions (relative to fixed
assets). It is probable that there are further differences in
behavior which depond on whether expansion, cost-cutting,
or replacement is primarily involved, but no information was
available on which to make such a distinction,

Plant versus equipment

Tuoble 4 showa the percent changea of actual from antici-
pated expenditures for pew plant and new cquipmoent sepa-
rately.® ‘The distribution m.h:f to equipment follows very
closely the pattern for plant and equipment combined.

The snticipations as to sxpenditura for plant ars dafini
loss acearate than for E!i ipment in spite of the faet that
constuction requires relotivaly firm commitments for a
considerable period in advencs of expenditure.  Investment
in ploné is normally o much more discrete process than invesi-
ment in equipment. For many firms the decision ia either
bo build seme particular structure involving o substohticl
capital outlay, or not to build it, with no half-way mensares
feasible, Thus, swhon changes in plon2 ocenr, they are likely
to be substantial, and it i8 not surprising that & considerable

Table .—Frequeney Dietributivn of Percent Changes in Inveat
?‘ﬁ‘;} Mang: Flont Yersus Equipment, Manufoeturing Firma,
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roportion of cases fall in the cxtreme intervels of the
requency disteibution. Almost o third of the firms apent
more thon twica as much on plant as anticipated while over
a fifth spent less than helf the amount plenned.

Scale of investrent

Tnbls 5 shows & breakdown between finns which planned
investment on a major scalc—excooding 10 percent of gross
fixed asaote-—ond those which anticipated relatively minor
axpenditores, It ntip;em's that anticipations are considernbly
more accurgte in the former cose, with 43 percent of the
firms spending within 20 poercent of anticipations, while
anly 12 percant spent less than holf or more thon twice us
much »s onticipaled, When smaller expenditures ware

lanned, 26 percent foll in the range of high accurany and
ercent in the extrome intervals,

ese reaults suggest that major investments may be more

earefully planned others, for longer pevioda in udvance.

Thera 18, of course, considerable corrolation betwesn the

I Tl brotodnom batwean plant and cquipment b aveitabin For new onolbel 4 otly.
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nsset size of firms and the scale of anticipated investment
relative to gross fixed aseots; but even within assel-size
groupe anticipations were found to be more sceurzte when
major ax ibtures were planned. For firms with ossets
over 550,000,000, 54 percent of those Emjﬂctiug major ex-
penditures foll within' the renge of high nceurncy, as com-
pared with 40 percent of those planning minor expenditures;
and comparable differemecss oecturred In the ather two size
gmttfﬁs n all size groups a_smaeller proportion of firms fell
m the extreme infervals when major rather than miner
axpenditures were projocted; and for all but the lsrgest
firms the difference was substentinl.

Firrng projecting minor expenditures showed o systematic
tendency toward investing more than wns planned, while
firms anticipating major capital sutlays showed itle ovidence
of such o tendency In 1049, The seme patltern held true
within asset-size groups for small and medivm-sized firmg
though larga firms showed no {endency to excesd pmj&ci:rad
oxpenditures even when these wers smell relative to existing
asszals.

Table £ —~Frequency Dfseribution of Percent Chonges in Tovest-
- maentk Plans, Clossificd by Ratio of Anticipated Expendituces ta
roas Fived Assetsr Manulactoeivg Ficowe I8 1
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A final test was made to detormine whether the spme firms
tend to anticipate accurately in successive years, Apsrk
from the offects of size and other gonsiderations alrendy
nobed, thers was no evidence of such & tendency,

Reasons for Changes in Investment Plans

As previously mentioned, 4 special follow-up questionnaire
was sent o o sumple of componies early yaar askin
them to indicste the rensons for differsnees betwean actu
nnd anticipnted expenditorea in 1949, The gquestionnnire
was sent to most survey firms whose nctual ouileys on plant
and equipment during 1949 differed by more than 25 percent
from the sxpenditurss anticipated ot the beginning of the
yoar.” Replies were received from 388 or 84 percent of the
440 gompanies contecked, {f these responses, the 308 in
manufpeturing are anelyzed helow.

Check liss

The companias ware given o check list of the mers impor-
tant conditions which might heve differed {rom eapectations
A e A S ot ol (1 e e

o, ifasnial o [Bamred Y LUndler 35,000, & qUUELKOnE wos Sont ofilky iFthe UMY
i I axeons ol $L
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and wore nshed to designate the principal factor and other
mujor fpetors vasponsible for the digeropaney in expenditures,
The list incleded changes in the 2ales cutlook, current
expenses, net earnings, working capital requirementa, plant
and squipment supply situation, t and aquipment costs
(viz %uﬂa piid), avnilability end cost of debt financing,
availability and cost of equity mpib&k and other {tech-
nology, sompetitive conditions, unfillsd orders, eée), It
was replized thot not all of these factors were indopendent jn
their infivence on investment decisions—e. g., changes in the
sales outlook or in expenses peuslly involve changez in the
earnings outlogk—but 1t wns desired to determine the relative
smphasia placed on these factors by businessmen themaolves,

a additien, the respondants wers requested to mdicate
the renson for the difference batween notual and ansicipated
cutlnys if this was not due tp n divergence batwesn actual
conditions and expectations with respect to the fanctors
enumevated in the check list. They were nlso asked io
submit any other remorizs which mig{ut help to explain the
dizevepy in expenditures.

The explanatery factors memtioned in the responses have
been classified into 15 enioporics. In addition to the sight
specific factors in tha cheal: list, seven more were included to
cover the supplamentary commente. As will be seen from
the following disenszion, thers may be different mflusnces
sffecting plont and equipment expenditures even within tha
categories used. In some instances it is possible to segregate
these influsnces on the besis of written comments or other
su%i&ment.nrﬁ informeiion,

& chegle Jist requires little in the wa&.}r of clarification.
Tha "‘sales outlook™ category has been adjusted by the re-
movual for sepnrate consideration of cases in which the change
in snlee outlook ie nesociated with a chonge in competitive
eonditions and enses in which a new produet or o chonge in
product mix is involved.

Tha *ourrent axpenses’ cotegory covers two situntions, In
tha firat, the effect is one of encoursging or dispouraging the
substitution of capital for labor, so thot cwrent exponses ond
plant and equipment sxpenditures might be expected to move
in the same direction relative to snticpations.  In the second
situation, the changa in curvent expenses is simply the reason
for & chongo in sarnings and hos the same impact pa & chango
in pornings orising fromn sny other soures. This would lead
to n changs in f]Jlt:mt- and equipment sxpenditures in the oppo-
gite direction from the changa in current axpenses. The sec-
ond pattern was the usuel one and was cheractevistic of the
caacs where earnings or sales was cheeliad as the principsl
frebor nnd eurvent expenses as & major fastor.

The eategory "'plant and equipment supply sibuation’ in-
eludes cazes in which postwor shortages of coptol goods eased
more rapidly then anticipated, a2 well ns cases of pursl
routine delays and Epﬁﬂd-ll]i@ in the delivery of capital goo
on order. The eats “plaat and equipment costs’’ covers
cazoa in which the physical volume of inveatment is not pas-
ticularly affected but prices and henee doliar expendiiures are
different from those nnticipated, and ceses in which purchases
are induced or defarred beeause of price changes, Tha two
iypes of coses under this category operate differently on plant
and equipment expenditures but can genersily distin-
guished by the direction of the discrepancy between nctunl
and anticipated prices of capital goods; the first type—where
physiogl quontities nre not particularly sfacked—wos soma-
what mors eommon during tha year coverad.®

Other explanatory factors

The seven explanntory fnctors which were added to those
contained i the check list are as follows: Change in competi-
tive conditions; mew product or change in produst mir;

% This t7pe of rose wes delelisly moen (mporiant thin the akher for naw plank and agalp-
L.

memit. Hawarer, samn o N WG o rmebar of etdop n wrhich 1nan !
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choange in technology; timing problems; routine under- cr
aver-estimates; and miscellaneous.”  In all enses the changes
referred to are changes from expectations.

Tho category “chonge in competitive conditions" ¢containg
all cases whera this factor is montioned, oven £l snles
outlook may be the fnctor checked. VWhen competitive con-
ditions are mentioned, the pattern of behavier is a dall in
gnles helow anticipations, sceompanied by e rise in plant
and eglujpment. axpenditures. Iﬁls‘ is in contrast with the
parallel movement of sales and capital goods expenditures
which predeminates when 2ales ave cheeked and compatitive
conditions are 1ot mentioned. )

“New preduct or chenge in product mix” covers, in about
arual number, coses in which & new produet is introduced
ar the demand for & new produet excesds expectations, and
cnses where, in response to shifts In danand the production
of certain products is expanded at the expense of others,
However, when the unnnticipated expenditure results from
style chianges o1 minor produet improvements, the classifi-
cation “routina under-estimale'" is nzed.

"Changes -in the availability of labol or raw materials”
during 1949 epplied mainly to slrikes. In a coupls of cases,
material shortages were mvolvad.

"Changes in Lachnololg ' covers the cases where develop-
ments in produetion techniques appear to have governed the
decision to apend mora or less for plant and squipmsnt than
was anticipated. Irocess chonges nod recvaluntion from s
technelogical peint of view of proposed equipment purchases
are ineloded here.

Tnder “timing™ pre included situstions in which a propoesed
mwvostmont decision takes more (or i o fow eoses lese) time
to consummaote than was nnticipated. The time lng gener-
ally is that between the original investment decision ond tho

licing of ihe order or contract. No ahange of decsion or
micnt by the mopagement o postpone the project is in-
volved, Deloys or speed-ups which arise from the supply
side—Irom supply shortages or the acceleration of deliveries
of capital goods already on order—are of course inciuded
Endcr “plant and equipment supply situation' rather thon
ere,

“Routine under- or over-estimaie’ is intended to npply
where the diserepnney resnlts from a number of small ex-
penditure items rether than the initiation or caneellation of
any major projects. The typical peiternt here is that the
firm cstimates n corthin lump sum, not for itures
specifically in mind 2t the time but te eover replanement
and miscellaneous obler needs which will arise during the
year in the ardinary courss of operafions. This estimate
nay be either too small or toc largs to toke enre of the needs
which actually arise. )

The miscellanesws cntegory includes a number of sub-
groups. The largest of these {the principsl factor in 15 cases
and a major factor in § cases) contains the firms which simply
steta thoi certain projects wers initiated or deferred or can-
celed without any clenr indication as to why this decision
was made, except for an apparent tendency to exclude from
reported mmveatment pmg;t:s items whoze mequisition is
uncertain. The projects - ara oo large ond too apecifie
Ior the concept of 2 routine under- or ovoer-estimate ko be
approprinte. A second Euhgrmzll;ﬁ {six eases, all prineipal)
congiets of instances in which disorepancy iz p a
matter of neconnting procedure—a decision a3 to what items
of expenditura shonld ba enpitalized and when. In other
aubtiruupa the discrepancy is related to the sale or disselution
of the business (two cnses), the roplacement of a major fire
loss {two cases), the decision to buy rather than lease the
needed copitol good {four cases), and clerical errors in the

1 s In tatnPaliLive eofdiliong wed In ieshno) wiors tha ahly e of thoss fealare
Ill&m\::m Adpeatad In tho qbdstionokm ms poesll "nlpﬁu" mrditinul w might
dIfor ey nxpoclallions.
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roporting of actual or anticipated expenditures (gix coses
including five principsl and one majer). A final suhg,muf-
mnt-njins one-pl-g-ldnd cozes oot otherwise clossified (five
GRaes) .,

Importance of different fuctors

Chart 4 and table & indicate the number of firms giving
designated reasons for discrepancies between sctunl and an-
ticipated expenditures in 1949, segregating which ex-
ceeded investment plans by at least 25 percent from those
which curtailed plans by bhis amount.  The table shows the
frequ with which coch factor was indieated as being the
principal influence, and nlso the frequency with which 16 was
mentioned as a major influence. For principal factors, the
tablo showe separately the frms which gave ona reason only

Chart 4—Frequency Distributien of Explanavery Faciora
for Changes in Investment Mlons, Manunlacterbnge
Firms, 1949 !
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sod Ghose which indicated major influences in addition to
the principal factor.® :

4 ehange in the sales cutlook was by for the most com-
manly mentioned ss the reason for n decrense in expenditures
below the lovel anticipeted at the boginning of tha year.
Unlika the other remsons given for discrepancies hetweon
actual and snticipated expenditures, information does exist
on tha level of netual and antmipnt&c[ sales far o high propor-
t1on of the firms in the survay so that a quansitative eompari-
son cin be mode betwoen the discropancics W expendibures
andd the extent to which conditions differed from axpecintions
with m£uct 0 sales,

For the firms montiening a change in sales outlook as
the principnl reason for discropancies between setusl nnd
onticipated expenditures, there was a sfronyg positive eor-
rolation between changes in sxpenditures and in eales; L, e,
the lneger the discrepaney in snles relative to anbicipations
the lorger the covresponding discrepancy in cxpenclitores,
In contrast, there was no such corvelation between dis-
eropancies in expenditures and sales for the firma specifying
other rensons for a divergence belween nctual nud antic-
patod autleys, For the firms not 2ent the speein] follow—up
questionneira, thera was only 2 slight positive corrclation
between discrepancies in expenditures and sales.

A seeond fastor of some Imporiance in reducing P!nnned
ontinye was a change in the carnings outlook. "Tageiher

changes in the sales nnd earnings outlook, which are obviously
closely reletod, secounted for neart haif of the erses whero
nctual axpenditures in 1949 were lower thnn thoze antici-

peted.” These two factors were also given as rensons for
incrgazing expendituras but in 8 much emaller proporiion of
the cnses. Of the othor factors resultivg in revisions in
plonned outlays, only threo—working capital requirements,
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timing, and availability of labor and materials—ware cloarly
motro important on the down than on the up side.

The most signifieant factors tending to incrensa planmed
outleye were c%hﬂngcs in the plant and equipment supply
gitvation, in plant and equipment costs, compotitive condi-
tions, new products, routine undersstimates, and miscefiane-
ous influences resulling in the initintion of substantial new
projests. Thess Fagtors were mentioned as the prineipol
motivating forces by 73 percont of the firms with expenditures
higher than planned but ouly hy 28 percend of the firms with
lower expendibures. L

itis intm'westinE to note that ehanges in the ayailabiiity of
debt end equity dnancing were auite unimporiant in altoring
plaaned outloys on plont and equipment, In a yesr when
dobt financing apparently beeame somewhat more difficult
to obtaiu, only a few firms substantially decreased their
enpitnl cxponditires sz 4 result of this development, Simi-
Inily, though stock prices roze considerably during 1949 and
equiby ﬁmmcmg was more akiractive to WHIRCES CORCETIS,
vory few firms woro thoreby induced to step np their expendi-
til'e programs.

The ether twe fncters imdicated in the tablec—chnngoe in
current expenses and in technslogy—elso had only a small
influsnee in revisions of planned outlays. Only a few firme
were induced to subalibute capital for labor to a significantl
greater extent than planned at the beginning of the year, 1
somewhat highor Eﬂmpurﬁun of Brins incronsed their plantk and
equipment expenditures v p result of techuological develop-
ments, bub these were offsot in lavge part by fivms which
decrensed their planned outlays for BTN PAASOT,

Cyelical versus non-cyclical influences

The pericd coverad by these questionnaire raplies obviousl
affects both the relative frequercy with whish n spmiﬁi
Inctor is mentioned, and for many of the factors the relative
frequency of inereases as compared with decreases in ex-
pentdlitures.  The imporianee of o number of these factors and
the direction of their effect on expenditures will vary widely
in different singes of the business cycle.

The efect of changes in the salos and narninge outlook
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would he expecied to be complataly different in o peciod of
strong inflationary consitions or at other dpuint.a of the busi-
ness cydde thao in the very moderate downtern in 1949,
Thus whereas in a dewnturn, or at lenst in its initin! stoges,
the apparent effect of changes in these {nctors for most firms
iz to lowsr planned outlays, the veverse effect is lilkely in &
recovery.

It is more dificult to tell whether the other significant
factors resulting in downward revisions in planned outlays—
working capital requirernents, timing, nnd availahility of
labor and material—are strongly influenced by cyclical
movements. Thus to ths extent that the dapressing in-
fluence of changes in working eapita]l requirements in 1949
on hlnnt- and equipment expenditures wus a reflection of
smaller sourecs of funds from internal oporations than lnd
been anticipated without acorresponding reductionin working
capita] requirements, the effect might he pssumed to he
oyelical and reloted to salez and earnings ™ However, to the
extent it reflects no change in the availebility of funds but
brger working capital vequirement= then had been antiei-
pated, it is not easy to determine the eyelienl impact.

Changes in the availability of labor nnd muterinls, which
tended to reduce capital expenditures in 19490, presumably
have their greatest effect in o boom period and much less
effect in & depression. Only tining difficulties, of the im-
portant factors depressing investment, acem £0 be inrgaly non-
cyelical in charneter. o

Similarly, o number of the factors resulting in upward re-
visions in programmed expenditures during 1049 were af-
fected to some extené by cyclicnl influences. The plont nnd

uipment supply siluation is one such factor, but g2 o result
ﬁ? the special wartims end postwar davelngmanbs tha enging
of sup]gﬁr conditions for capital goods prebably had a more
im]:ﬁnrtant. impact on expenditures in 1949 than might nor-
mally ba expected from purely cyelical influences.

Flant and ¢ I:Ii]g:ment. costs also reflect cyclical influences
but sgnin it is'zl' cult to infer (rom the 1949 axperience any
normal cyclical behavior. It is easy enough to describe the
hehiavior of the two component parts, the frst composed of
cases in which the anticipated purchase is made but at diffor-
ent cost, the second of cages in which & purchase is induced
or deferred Lecause of change in costs. However, each of
these operatos differently oh plant and equipment expendi-
tures and it iz not passible to determine the relative impor-
tanee of thess two types of coses in verious stages of the cycle.
In 1949, the cpees in which the physicrl quantities of pur-
chases were not particularly affected (but ounly she dollnr ex-
penditures) were somewhat more important than tha other
cases in stimulating upward revisions in programmed ex-
penditures, paticulily for nwﬁ&!unt: ond equipment,  Ap-
parently, in apite of the slight decline in average costs during
the yenr, a sizahle number of componics anticipnated lowar
costs than actually prevailed.'

Meither the plant and eqnipmont suEpl_',r situntion nor
plant and equipment costs appemrs to be as strongly de-

endent on cyclical considerations s the more important

etors reaponsible in 1949 for downward Tevisions in pro-
gramed exponditures—viz, chnnlfeas in the seles and earnings
outlook. Moreover, the obthor key Inctors on the up side—
compotitive condiions, new products, reutine underesti-
mates and miseellaneous influonees 1'esu]'l:.ing in the initiation
of substantisl new projecta—appear te bo oven lass dependens
on cyclical influonees, Thia is especinlly trus for the last
two of these catagories. . _

The foregoing discussion suggesis that while a sizable

T It L v b thk wharm i co0 el rerpuke mon s wes matdored wE the nHinck
ol faebor o m%mhnlnmtm [T IR e T m:ﬂudm—l L] g
mmﬂmﬂ t?mn t antbalpaded sl te Mﬁﬁiﬂgﬂthm Iuhu;i"lrl.bem and ulgﬁerlu

11 T iLura figurasand doin La guppest thak Lth [
much nw':'geg |1 Mlﬂ?ﬂnﬂ nmuhnh%nnl:; g:an I:gmmr.uut. inﬁﬁﬁ% vobeen

December 1050

proportion of the cha i planned outlnrys on plant and
equipmenk is attributnble to factors wiwose impact is cyelically
determined, there are pther important factors which are
largely indspendant of tha leval of business sctivity, It is
noi possible without similar date for & number of pericds to
appraise the relative importance of the different factora in
varions stages of the business eyels.

However, in addition to the cyclical influences, there is
ovidencs once again of & systemotic tondency on the part of
businessmen te underesiimate their plant and equipment
expenditures in their programs for the following year.
Among the {actors responsible Tor this systematic under-
statement ara the omission of many smell itoms of capital
outlays snd a tendency to exclude items whose acquisition
is uncertein. Thess foctors help to explain the enrlior
ﬁqdmﬁ that nearly three-fifthe of ail firms ingtuded in the
joint Drepartment of Commerees and Securitics and Exchangs

ommission survey undercstimated their plant snd equip-
ment expendifires in 1849, even though about the same pro-
poriion overestitanted their sales. :

Exploanatory factors by size of firm

Though the data ars vather seanty, tabla 7 ts that the
relative importence of severnl factors for explaining diserep-
ancies between actunl and pnticipated nditures varies by
siza of firrm. The table prosents for 3 differant size groups of
firms o distribution of the principsl factors which resulted in
highar outh:]yn then anticipated nnd of those which resulted
in lower cutlays.t?

The table indicates Hhat in 1949 changes it the plant and
equipment supply situntion and in competitive conditicns
were rejatively mueh more important in reising expanditures
of the smallest firms than for the largeat firms. Omly the
smuollest firms mentioned chenges in the earnings outlool: as
B eignifieant factor in redocing planned outlays. The few
firms in the total sample which gave changes 1 the nvnila-
bility and cost of dabt and uqullrjéginnnmng as the primary
factor in expivining discrepancies batween actual and antiel-
pated outlays were all relatively small; each had asseis less
than one million dollars in ameunt. ‘Thears weare also minor
differences in the EEETWt effect of technology snd new
products smong the three size groups. .

However, possibly the most interesting difference is ths
much preater importance of moutine and miscelleneouns mis-
caleulations for medivn-size and emall firms sy compared to
the large firms.  For the latter, thers is no indication of any
gystematic tondency o undercstimate plont pnd equipment
expenditures. Of the other factors, changes in the sates
outlegk, in working capital requiremants, ond in plant and
enut b coats, had about equal impact on expenditures in

ol the sigo greups,

Explanatory factors by size of discrepancy

As might be expected, o distribetion of the absclute size
of digcropaneios in plant pnd equipment sxpenditures nsso-
ciated with vorious explanaiory factors shows about the
same picture as the distribution by size of firm, For the
lnrge absolute diserspancies, routine under- snd over-osti-
mates are quite unimporiant on hoth sides, end miscellane-
ous miscalenlntions, though somewhat more important, cancel
out it their net impaet on plant ¢nd equipment expendi-
turgs.”
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Nonmanufacturing firms

Though follow-up quastionnaires to detarmine the ressons
for differsnces between setual pnd enticipated sxpenditures
in 104D were seni to noonmanufacturing ae woll as monu-
aeturing frms whoss actual outlays wore more than 25
percent higher or lower than gnticipated, it was only for the
railrend prowp thet the smmple responess was cient to
justify saparnte treatment. For this grotp, onder- and over-
statement of cutlays were equally common, . .

Changes m the sales snd earnings ouflook, in working
capital requirements, and timing diffieulties tended to reduca
planned investment for 1o #8 they did for manufae-
turing firms. However, changes in the sales ontlook were
much less important for the railronds. Om the other hand,
rontine under- or over-sstimates were much mere important
on tho up side, nreounting for well over half of the revisions
in planned eutlays, but only a negligible proportion of
deorenses.  Most other factors were relatively insignificant.

Statistical Relationships Between Discrepan-
cies and Explamatory Variables

Tour major proups of factors were indiented in the fallow-
1 responses & repsons for deviations from invesitment pians:
GE anges in the sales snd profitability picture; changes m the
availahility of funds either from intemal or from extanal
sources; changes arising irom a variety of rensons not con-
nected with the firm’a economic position—e. g., technological
considernlions, migjudgments as to timing, or necessity for
unexpencted replacement; and chenges -El-l'l?tlgf from the supply
side, in the eoet and aveilability of capi g. 'The in-
fuenes of factors in the first 2 proups may be investignted
further by comparing the chsmved discrepancies of netund
from anticipated axpenditures with the movomenis o such
varinbles a5 sales, profit rates, and vanious messures of liquid-
it¥ and availabihity of funds. ] o

It should be pointed out that the analysia of devinbions
from inveatinent plang in & particuler yenr is a somewhat
diffarent problem from the anokysis of investment decisions

Bowroe: U, B, Doponimool of Coanouesee, CHilos of Busleoes Bwonomice, ond Boeadiies snd
Ezchange Ccmmisdon,

themselves. For example, the timing of ordera and deliveriss
and the availebility of capital goods nre factors which may
have considevable effect in explaining differences bebween
actunl and antieipated expenditures in & given year but no
snbstnatinl impact on the totel of invesianent over somewhat
longer peviods. Conversely, the record of =2ales and profit
axpatience previous to tha formulation of the investment
rogrom will be an important determinant of the investment
gion, but subsequent changes in these variebles may
not contribute nz greatly to the sxplanation of doviations
from the oiiginal plan.

Effect of changes in sales and earnings

Tha svidenco surpl:iﬁd by the follow-up responses indicatea

that changes in snles and snrnings subsequent to the forman-

tion of the investmnent plan influance the axtent to which the
lan is renlized. Howsver, the correlation between percont
evintions from antigipated expenditures in 1949 and percent

changes in saley cither from expectations or from sales in the

Emvmus yonr was found to be quite low.® Tho same rosult
olds in 1948 and in 1847,

A rather large proportion of firms shows an increase in
capital outlays sbove anticipations in spite of o fairly eub-
stantigl declipg in =ales.  ‘This recails the pattern of hﬂiy:ﬂ-'ﬁ?'i.ﬂl.‘
found in the follow-up responses in thoss cases wheve a decline
in seles wis asseeinted with 2 change in competitive condi-
tions. It appenrs that when the competitive situntion is an
importent fagtor, the investmont response to o decline in
gnles 19 opposite in direction to that which ordinavily seeurs.
The {zct that o nogntive relationship between these variabies
i5 superimposed upon the predominaatly positive one is
portly responsibie for the vnsatisfustory nature of the results
obialued. . .

Movements in sales, in addition to influencing profik
expestntions, refleat chengos in the pressurs on produg-
tive capaciby. attcropt waa mads, however, {0 find a

1 Dicreporvtled. bolweon solunl wnd Il'ﬂl-iﬂl‘lalui Inremmant wers messweed rslative to
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variable which would be more adequate than sales for this
purpose, The variable used was the mtio of vnfilled orders
o salns, but no significant correlation was found when the
changes in this rafie were compared with the percent devia-
tionz from investmeni plons.

Movements in earnings, also, wae found to contribube
little toward the cxplanation of (iiscrupuncies batween netunl
wng nnticippted expenditares. The two income voriables
tested were the changa in profit rates from the previous year
and the diffarence between the actual profit rato and tn
estimate of the expected rote, obtained by mu]ﬁllll];,ﬁng aplos
snticipationz and the ratic of income to sales in the previous
Fenr.  The corveletion in beth eases wae small.

In evnlunting these resulis it shonld be racalled that the
period studied was unasusl in the existence of o large bueldog
of demand for plant and equipment, and this may have
diminighed the mfluence of chan in aalea and earhings
upon investment, On the ether hand, changes in carnings
cnunot be expected to exert o direct influence on therealiza-
tion of investment plans exeept insofar as the cwrrent profit
movements influence fairly loeng-run profit expectations,
Evon when tha investment under consideration represents
expnnsgion, the current fluctuations in snles and profits may
not have o predominant influence on the expected rate of
return.  When sost-eciting or tha raplacoment of obsolescent
machinery is involved, the influence will be even less, since
in this case the expected rate of return is likely (o be quite
unrelated €0 over-nll profit rates on existing invesément.

Effect of liguidiey

A pumber of variables relating to liquidity were tlso
tesled to determine their effect on the discrepancies botwash
actusl and anticipated investment. It wos believed that
wnexpected decrenses in the liquid funds internally available
might contribute to the eurteilment of plannad investment,
since many firms eithor do not find exicrnsl financing avail-
oble or prefer not to malke use of it. To o lesser extent un-
expectod increases in liguid ssseis might lead to an expansion

7 e ey abse b0 wn indisast ofeet theroagh cesolting chonpes In Woqubdity.
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of investment pgans, empecially in cases where a desirable
expenditura is being postponed becnuse of a shortegs of
working capital. ) .

ges in the ordinary liquidity ratios did oot yield satis-
factory results becanse unanticipated investment in itself
operates to make the veor-end position less Tiquid then other-
wise.® The resulting tendency teward & negabive sorrelation
hetwoen discrepancies from planped investmnent snd mowves
ments in Hquidity rakios apparently outweighed ony influenca
which Increases (or desroases) in liquidity might everaisa
townrd encournging {or discournging} inveatment andi-
tures. Only Bl:é]hﬁ' better results were secured by viihizi
sn estimate of the unexpactad change in liquid funds awail-
alle from internal operations. This estimate wea obtained
by adjusting the differcnes bebwesn actual ts and tha
proviously discussod estimate of ﬂt‘fer:tud profits for changes
in liguidity requirements associated with o level of salez and
profits difierent from expectations. Resulle were not im-
proved when profits wevs held constant.

Quite aport from any changes in Tiquidity, the level of
surplus liquid sssets—not required for current operntions—
might influence the extent to which it wes possible to e
out additionnl investment cxpenditures chnt me desirsbla
during the year. The degree of excess liquidity in 1948 waa
measured by comparing the zatio of fiquid assets to sales
with an averape of the correspanding ratios for 1948 and
1941—2 yonrs m which buesines: enterprisce as a whoele held
rather ittle in the way of srplug liguid assets.  The corvela-
tion between this mensurc of swpluz liquidity and the dis-
crapancy of actunl from anticipated investment was small
for tha reporting eample a3 o whole, but larger for those Srmes
which ¢xperianced sizable incresses in sales as compared with
pnticipations. Such firms presumably had & strong motive
for exceeding their projocted invesment and the existencs
of excess liquidity apparently hed an appreciable effect in
encouraging investmant under €heso ciremtnatances.
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